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It is an accepted fact that international markets have become an

important driving force in the well-being of U.S. agriculture. Until the

late_1960s commercial international markets were almost insignificant in

many minds for U.S. agricultural products. Farm legislation was primarily

inward looking reflecting the perspective of the agricultural sector

itself. Farm programs were responsive to a domestically oriented clientele

that had little interest or cause for concern with international markets.

During this period, the focus of U.S. international agricultural

activities concentrated on collection of country by country statistics on

area, yield, production and trade, low key market development, maintenance

of our Section 22 2/ waiver in the GATT and protecting our flexibility to

dispose of surplus production into the world market through PL-480 and

export subsidies. Domestic agricultural affairs and the international

dimension were carried out in separate, unrelated and generally

uncoordinated fashion.

By the early 1970s this approach was no longer warranted or possible.

As world markets exploded and domestic pressures on food markets grew, it

1/ Section 22 of the Agricultural Adjustment Act of 1935, as amended,
requires the President to establish import quotas on price supported
commodities, irrespective of existing international agreements, whenever
imports threaten the ability of the government to carry out the domestic
price support program. Since 1951, the U.S. has had a waiver in GATT
for the use of Section 22.
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became clear that domestic farm programs and international agricultural

trade policies would require greater coordination if the United States was

to lead the way toward worldwide agricultural trade liberalization. This

recognition was slow in coming and its importance to

further expansion of U.S. farm exports is not entirely accepted even today. ,

For that reason, let us take a moment to again review the changes that have

taken place in the global agricultural and trade environment.

World trade in agriculture rose 15 percent annually during the 1970s.

Almost all exporting countries shared in this growth which resulted in a

greater dependence on world trade. During this period of rapid growth,

internal farm policies had little economic impact on the international trade

situation.

It was not until the last four years, when world trade in agricultural

products turned downward that the relationship between domestic and

international policies became clearly evident for the major trading

countries. Europe and Japan particularly were forced to reexamine the

relationship between their internal policies and their external trade

conflicts. The United States, a long time advocate of greater market

orientation in farm policies, began an accelerated effort of pressing

vigorously in international fora for reform on international trade rules.

At home the Administration maintained its position that free market

competition offers the best way to achieve solid, sustainable, long-term

growth for both the United States and other agricultural trading countries.

To their credit, some of our trading partners have come to accept this

position; others have not. Similarly, some of our domestic policy interest

groups have recognized the issue's importance, and some have not.

A brief review of our own farm policies illustrates why we continue to

press for freer world markets.
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Prior to 1933, U.S. farm policy focused on developing our agricultural

infrastructure to satisfy a growing internal market. Internal population

expansion provided the opportunity for agricultural growth with a minimum of

government outlay. Government support was resource oriented, aimed at land

disbursal and increasing productivity. Agricultural commodities dominated

the nation's exports during this early period even though they were
•••••

relatively small. As late as 1900, farm exports accounted for three-fourths

of total export sales but a relatively small percentage of total

agricultural production.

- farm-prices after World War I. and the subsequent passage

of the Agricultural Adjustment Act of 1933 marked a turning point for U.S.

farm policy as the orientation changed from developmental programs to

compensatory policies. Programs shifted toward encouraging higher

productivity through the use of relatively high and rigid commodity price

supports--the goal was to revive the prosperity of the 1910-14 period.

The early part of this second period saw increasing government

involvement in agriculture, with commodity prices determined more by

government policy than by market forces. The latter part of the

period--from the end of World War II through 1960—brought a slow

realization that satisfactory incomes for some farmers could not be provided

by manipulating commodity prices alone. As a consequence, greater attention

was given to community development, rural industrialization, improved

education and regional development policies.

Throughout this 30-year period, agricultural trade policy was captive to

an inward-looking domestic policy. Surpluses, generated by high price

supports, led to a mounting interest in both domestic and foreign disposal
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programs. Trade restrictions under Section 22 of the Agricultural

Adjustment Act of 1935 and voluntary import restraints sought to protect t e

established price levels.

A major turning point came in 1963 when wheat producers rejected a

mandatory acreage control plan for wheat. The new policy tilt came to full

flower with the passage of the Agriculture and Consumer Protection Act or:

1973 with a shift to a deficiency payment scheme that provided target price

payments to maintain farm income.

During this policy shift the United States went from high price supports

--and elatively_tjght controls on output, to greater reliance on the market

as a determinant of commodity prices. Obvious exceptions remained, e.g.,

dairy, tobacco, sugar and peanuts. But for the major commodities, domestic

farm programs were adjusted so as to facilitate rather than retard exports

into international markets.

The real payoff came after 1972 when an unprecedented growth in the

international agricultural market allowed the United States to increase its

dominant position in world market. Unfortunately, this ostensible "golden

era" led many to conclude that there was no need to be concerned about

coordination of domestic and international policies, and in 1981, a new farm

bill reversed much of the change of the previous two decades. This coupled

with other trends in the world market led exports to drop substantially

after 1981. Policy analysts in turn were forced to take a new and urgent

look at the changing trade environment and to reassess the policy mix tha
t

suddenly was not working.

Thus, U.S. farm policy has come through four distinct periods. During

the earliest period, U.S. agriculture was open and accounted for 
most of the

nation's modest foreign exchange earnings but had little impact on the

international market.
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The second period 
saw the United State

s turn inward, gen
erating

inflexible per-uni
t price support pr

ograms that result
ed in large and

expensive surplus
es. During this period

, only our newly b
egun P.L. 480

program kept agri
cultural exports g

rowing, helping to
 relieve us of part

 of

our burdensome sur
pluses.

The third period s
aw a policy shift 

that laid the foun
dation for the

United States to e
nter and compete 

in the internationa
l market-place with

out

government export 
aid.

The latest period,
 characterized by u

nprecedented expans
ion and an

in&-easing-reliance_on
 trade, followed 

by a turndown in ou
r export fortunes,

illustrates that 
internal farm polic

ies can have a sign
ificant impact on—

our --

international trad
e prospects.

Impact of U.S. Ag
ricultural Policy 

Obviously, adjusti
ng our price polic

ies so that they be
tter conform to

rapidly changing m
arket indicators is

 something that wil
l materially impac

t

on the rest of the
 world. Our actions affect

 other countries, pe
rhaps more

than their actions
 affect us.

Three characteristi
cs of U.S. agricul

ture are of paramou
nt importance in

influencing the be
havior of internat

ional markets. First is the sizea
ble

carryover stocks t
raditionally maint

ained by the United
 States that allow

 a

rapid response to s
udden market expan

sions. 'Second is a
n excess capacity 

in

the physical agric
ultural plant that

 permits relatively
 rapid expansion o

f

crop production. 
And third is a pri

ce umbrella effect 
established by cro

p

loan rates that pr
ovides a stabilizi

ng effect in world m
arkets but often

limits U.S. compe
titiveness. These reserve and p

rice support progra
ms have

served for many ye
ars to cushion pr

oduction and marke
t fluctuations for t

he

United States and 
the rest of the wo

rld.
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By the same toke
n, the United Sta

tes, virtually alo
ne among grain

producers has cou
pled its domestic

 support system w
ith a requirement t

hat

producers reduce 
output when there

 are excess suppl
ies. Unfortunately,

experience indica
tes that the Unit

ed States alone ca
n no longer adjus

t

excess supplies 
to world market n

eeds. Most countries con
tinue to increase

output during sur
plus periods rath

er than cutting ba
ck production to 

slow

the growth of sur
plus stocks. And many importing

 nations erect imp
ort

barriers that thr
ust an even grea

ter measure of pr
ice adjustment on 

market

economies, partic
ularly the United

 States.

Thus; -the.Urtitd -
States.js placed 

in the position w
here support and

_

stocking policies
, i.e., the farm

er owned reserve 
insulates commodit

ies from"

the world market
, work to its dis

advantage during p
eriods of surplus 

world

production. In reality the U.
S. domestic price

 support program h
olds an

umbrella over wor
ld prices, increa

sing foreign produ
ction while U.S.

production is red
uced through acre

age reduction pro
grams. Furthermore,

rather than allow
ing the United St

ates the typical p
osition of a low co

st

price leader whe
re others must ad

just their sales 
to market needs aft

er the

price leader has 
marketed its supp

ly, the U.S. is p
laced in a positio

n of a

residual supplie
r, and we can mar

ket our higher-pri
ced goods only aft

er

other nations h
ave exhausted thei

r supplies. In short, our grai
n policies

have operated to
 the substantial 

benefit of other e
xporting countries 

at the

substantial expen
se of the United 

States agricultur
al budget.

Economics of Gra
in Trade 

The historical re
lationship betwee

n U.S. agricultur
al exports and o

ur

commodity loan r
ates is dependent 

upon a number of 
economic variabl

es.

Historically, the 
most important of

 these have been:

,
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1) U.S. price
s compared to 

prices of othe
r sellers.

2) Real income
 and populatio

n changes in 
importing count

ries.

3) Supply ava
ilabilities in

 the United St
ates and impor

ting

countries.

4) Market acce
ss as determi

ned by importi
ng country poli

cies.

More recently 
in the 1980s,

 financial fac
tors have take

n on greater

importance as 
importing coun

tries have had
 liquidity prob

lems associate
d

with large deb
t service and 

the exchange r
ate for the U.S

. dollar has s
oared

to historic he
ights.

--- --These variab
les are reflec

ted in the pat
terns of growt

h of U.S.

agricultural e
xports over th

e past several
 decades Between 1940_a

nd_1972,

U.S. agricultur
al exports in

creased at a s
teady average r

ate of $415 mil
lion

per year in 19
83 dollars. In 1973, prima

rily due to the
 entry of the 

USSR

into the inte
rnational mark

et, U.S. expor
ts jumped by a

bout $7.4 billi
on.

And between 19
73 and 1981, U

.S. agricultur
al exports inc

reased at an av
erage

annual rate of
 $1.7 billion,

 four times the
 1940-1972 rate

.

This increase 
in the rate of

 export occurr
ed for a number

 of reasons:

growth in the 
world economy; 

an increase in
 world liquidi

ty from the

recycling of p
etrodollars; ea

sy credit term
s during most o

f the 1970s; a

relatively low-
valued U.S. do

llar that made
 for inexpensiv

e commodity

prices, and pro
duction short 

falls in major
 consuming coun

tries. The

flexibility of
 U.S. agricultu

re to respond 
to these "deman

d shifters" by

using large st
ocks on hand a

nd bringing id
le land quickly

 back into

production all
owed for an in

creased market
 share in a grow

ing market.

The period of t
he 1980s has 

seen a reversa
l of many of th

ese economic

variables. The tight mone
tary policies 

adopted by the 
developed count

ries

,



in response to the second 
oil price shock of 1979 plu

nged the world into

recession and caused U.S.
 agricultural exports to 

drop approximately $5

billion from 1981 levels.
 (See figure 1).

In addition to the overa
ll downturn in world market

s, the United States

also lost market share. 
This was especially true f

or some crops where loan

rates have a significant
 influence onmarket decis

ions. Wheat is a good

example. The wheat loan rate str
ongly influences market pri

c -(see figure

2) thus leading to an un
marketable surplus when ava

ilable supplies exceed

demand at the loan price.
 With the exception of the 

early and late 1970s,

the. market-price_for_whe
at has closely paralleled 

the wheat loan rate. In

these two periods strong 
demand raised the market 

price well above the loan

rate.

In these periods, U.S. ma
rket share (shown in the l

ower portion of the

graph) generally rose. In years when the loan rat
e was the major price

determinant, U.S. market
 share generally declined 

or was less than the

average rate as determin
ed by the trend line. The conclusion to be drawn i

s

that in years when the 
loan rate is at a level suf

ficiently high to be a

major price determinant
, U.S. market share for w

heat will decline or be less

than average.

Impact of U.S. Policies on
 Other Countries 

If the U.S. loan rate has
 been successful in enhanci

ng price for United

States and other agricul
tural exporters, it will h

ave increased price above

what would have otherwise
 prevailed for the traditi

onal importing

countries. Such price enhancement ha
s the dual effect of sup

porting these

governments' efforts to 
increase prices and incomes 

for their own farmers a
t

the expense of increas
ing food costs to consumer

s.



Perhaps the mo
st important i

mpact of U.S. 
farm programs o

n traditional

importing count
ries is the se

curity offered.
 The United Stat

es alone has

sufficiently la
rge production

 and storage p
rograms to insu

re the world's

food supply. We recognize t
hat storage is 

a costly budge
t item but a

certain level o
f inventory is

 necessary for
 food security 

and trade. The

objectionaMe p
art is the ten

dency for some 
countries to re

ly completely 
on

U.S. storage a
nd avoid paying

 a fair share 
of the carrying

 costs, _of thei
r

own food secur
ity.

Not only do U.S
. storage and 

land reserve pr
ograms offer fo

od security,

they also- s-erve-to_damp
en price fluctu

ations arising 
from unusually 

large

supply or deman
d changes. While it is tru

e that price in
stability has b

een

rising in recen
t years, the m

agnitude of the
se price swings

 would no doubt

have been grea
ter in the abs

ence of U.S. fa
rm programs.

The ability of
 the newly indu

strialized coun
tries to rely o

n U.S. food

supplies has be
en an important

 factor in all
owing these cou

ntries to be mo
re

venturesome in 
their agricultu

ral developmen
t programs and 

in allocating

resources from 
food production

 to higher valu
ed uses. The end result 

has

been faster ec
onomic growth f

or the importin
g country and l

arger exports f
or

the United Sta
tes.

Another program
 that tends to 

stabilize food s
upplies for ot

her

countries is Pu
blic Law 480. 

Since 1954, P.
L. 480 has ship

ped over $33

billion of U.S.
 farm commodit

ies to other co
untries.

The issue alway
s arises as to 

how much disinc
entive is creat

ed by U.S.

food aid in a 
given recipient 

country. Obviously, price
s to producers 

would

be higher in t
he absence of f

ood aid, all e
lse constant. 

However, food a
id

agreements are 
only signed ba

sed on conclus
ion of minimum d

isruption for

local agricult
ure and the m

aintainence of 
usual purchases 

from commercial

supplies. In addition, 
potential benefi

ts to the overal
l economy may ex

ist
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in the form of 
lower consumer fo

od costs and he
nce lower inflat

ion, as well

as the use of c
ommodity sales p

roceeds for eco
nomic development

.

In fact, U.S. a
gricultural prog

rams including P
.L. 480 make impor

tant

contributions to
 agricultural d

evelopment in th
e poorest countri

es. We are

the largest sour
ce of food aid.

 We provide food 
security because 

of our

storage programs 
that permit us t

o respond to bot
h emergency and no

n

emergency food n
eeds. And we have the

 largest program 
of technical

assistance. Although often 
overlooked, the 

use of foreign cur
rency funds

generated by the 
sale of P.L. 48

0 commodities som
etimes represents

 the

lar-gest-source 
ofU,S.fundijg 

for programs to i
mprove domestic a

griculture

in recipient co
untries.

In the livestock 
sector we typica

lly have no direct
 price support

policies; howeve
r, import restrai

nts, when in effe
ct, provide some

 domestic

price enhancemen
t. It is possible t

hat these quotas 
have had a negat

ive

impact on some 
potential export

ers in some years
 although the ef

fect is

lessened by all
owing the quota 

to increase as co
nsumption increas

es. The

world dairy mar
ket is highly go

vernment-managed
, with all countr

ies

providing subsid
ies and import 

restraints. It is difficult 
to determine the

impact of U.S. 
programs on othe

rs in such a sett
ing.

Several other co
mmodity programs 

are worth mention
ing. The sugar

program provides
 price supports t

o sugarbeet and 
sugar cane produce

rs. The

current loan ra
te is 17.5 cents 

per pound for ra
w cane sugar 20.86

 cents per

pound for refi
ned beet sugar.

The internationa
l sugar market is 

a good example o
f the interdepend

ence

of national po
licies. In late 1980 and 

early 1981 the E
uropean community

drastically incr
eased its exports 

of sugar causing
 the world price

 to fall.

By spring 1981 
it was apparent 

that the world pr
ice would fall 

enough that

the Secretary of
 Agriculture would

 be unable to in
sure the integr

ity of the
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sugar progra
m and maintai

n legislated
 price suppo

rt levels wit
h existing

authority to 
impose duties

 and fees on
 sugar impor

ts. Thus quotas w
ere

imposed on i
mports to pr

otect the op
eration of t

he legislated
 sugar progra

m

without majo
r purchases 

of domestical
ly produced s

ugar by the C
ommodity

Credit Corpo
ration (CCC)

.

Sugar and th
e sugar prog

ram represent
s a commodity

 in which sub
stantial

room exists 
for more mar

ket orientat
ion. However, ther

e must be gr
eater

recognition a
nd less mark

et interfere
nce by export

ing countrie
s which

subsidize th
eir exports 

of sugar bef
ore the Unite

d States can 
acheive the

oa1of adjust
ment to worl

d market pri
ces.

The honey and
 rice progra

ms are other 
examples whe

re domestic 
programs

have limited 
our internat

ional compet
itiveness. The national 

average

support pric
e for 1984 c

rop honey is
 65.8 cents p

er pound, up 
3.6 cents fr

om

1983. The program 
provides mark

et stability 
to honey pro

ducers and

encourages ma
intenance of

 bee populati
ons that are

 vital for po
llination of

important se
ed fruit and 

vegetable cr
ops. Nevertheless 

at that level
 of

support the 
CCC will be i

n the positi
on in 1984 of

 purchasing u
p to 50

thousand met
ric tons of t

he domestic c
rop while 40

 percent of U
.S. consumer

demand is sa
tisfied by im

ported honey
. The 1984 ric

e program cal
ls for a

national ave
rage loan rat

e of $8 per 
hundredweigh

t (CWT) and a
 target price

of $11.90 pe
r CWT. At these pri

ces U.S. ric
e has been un

dersold by ri
ce

from Thailand
 by $120 per

 ton to Mexi
co, right at 

our back door
.

A final exam
ple is the t

obacco progr
am. While the Tob

acco program
s are

presently op
erating thro

ugh producer
 assessments 

with no net c
ost to

taxpayers, t
obacco price

s have been 
stabalized an

d marketing q
uotes

established a
t levels tha

t resulted i
n 232 million

 pounds of b
urley valued

at $567 milli
on under go

vernment loa
n on 30 Septem

ber 1983 and
 676 million
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pounds of flue 
cured valued at 

$1.27 billion 
under 

government loan on

July 1, 1983. 
Thls is up 

from 0.6 
million pounds of 

burley and 531 
million

pounds of flue 
cured under 

government loan the 
year previous, 

respectively.

Not only has 
growth in our 

exports of 
tobacco almost 

stopped, producers
-

have asked 
the 

government to 
protect them from 

lower cost 
import

competition. An 
important point 

that is often 
missed is that 

export sales

of tobacco 
products, mainly 

cigarettes, are still 
strong.

These several 
programs where 

government directives 
have replaced 

market

signals provide 
substantial 

opportunity in coming 
years for more 

market

--orientation. We accept 
that such 

change is 
difficult and can 

onlY be

.._._ 

accomplished if the 
resulting social 

disruptions are dealt 
with

meaningfully. But the 
necessity is to 

move toward 
greater 

competitiveness

and to reduce 
pressures for 

import 
restrictions or export 

subsidies.

Future U.S. 
agricultural programs 

could have a 
potential 

detrimental
Conclusion

impact on the 
less developed 

countries and the 
United States as 

well if we

allow 
ourselves to 

succumb to 
protectionism.

We have 
always advocated 

a free 
trade position 

as befits the 
world's

largest 
agricultural exporter. 

This 
philosophy is even 

more important 
today

when many of 
our best 

potential customers 
are hard 

pressed to meet 
debt

obligations. If we 
diminish export 

opportunities for these 
countries, it

not only 
creates greater 

debt servicing 
problems for them 

but virtually

guarantees they will 
not be able 

to earn 
foreign exchange 

to buy our

products.

We need 
always to be 

mindful that 
protecting one small 

product in this

country, whether 
agricultural or 

industrial, imposes 
lost export

opportunities for all of 
U.S. 

agriculture. This 
administration has 

strongly



resisted these 
pressures. We must 

continue to lead the 
way in insuring 

that

our 
agricultural programs 

move toward 
free trade for 

the greater 
benefit of

U.S. agriculture 
and the rest of 

the world.
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